When Hospital Boards Merge: 5 Lessons L earned

The flurry of hospital mergers that marked the 1990s has subsided, but health systems have
continued to redesign their gover nance structures, sometimes on multiple occasions, in search
of the synergies that drove those initial consolidations. Frequently, the governance structure
that a newly merged healthcare system adopts is a transitional vehicle, although it's seldom
called temporary at the outset. Seats on the parent board initially are divvied up proportionally
among the affiliates, whilethe boards of subsidiary facilitiesmay remain in place with reduced

powers.

After afew years, if al goeswell, the
merged system yieldsdemonstrable
benefits, trust builds and board
membersfrom one-time competitors
think about what’ sgood for thesystem
asawholerather than what benefits
their individual entities. At thesame
time, some shortcomingsof theinitial
board structure, such asoverly large
boards and trustees of subsidiaries
who feel they lack important
responsibilities, become evident.
That’s when many systems form a
governancetask forceto reassessand
redesign the structure of the board.

Ininterviewswith health system
leaders about what they havelearned
as governance evolves, five key
themesemerge.

1. Theimportanceof ashared
and compelling system vision. The
governance structure should facilitate
the adoption of a shared vision in
which the merged organization
outperforms what its constituent
entitiescould havedoneindividualy.

“We started with a vision and
tested everything against thevision,”
explains Brian Lockwood, CEO of
Community Hedth Partners, theresult
of a1994 merger of two hospitalsfour
milesgpartinLorain, Ohio.“ Thevison
was one hospital on two campuses,

“We started with a vision
and tested everything
against the vision.”

Brian Lockwood,
Community Health Partners

with oneboard, onemedica staff and
onemanagement team.”

The shared vision paved theway
for reall ocating clinical servicesmore
rationally to meet the whole
community’sneeds, with one campus
now housing al inpatient care.

Getting all board members
focused onwhat’sbest for themerged
system asawholeand for theentire
community it servescan beatall order
when many trustees have dedicated
yearsto separate facility agendas. It
takeseffort.

At Crozer Keystone Health
System, afive-hospital systeminthe
PhiladephigdlDelawareValley market,
systemsthinking hasbecome part of
the culture and meansa* recognition
that being asystemreally matters, as
opposed to only my institution
matters,” CEO Gerdd Miller explains.

Management promotes systems
thinking though such deliberate
practices as presenting budgets in
rolled-up formats and discussing
individual facility tacticsaspart of the
larger, system-wide strategy. Rather
than devel oping strategic plansfirst at
afacility level, strategic plans are
developed through a “matrix or
mosaic process” that has wide
inclusionfrom subsidiaries, with the
parent board ultimately approving
overdl plansand debt authorizations.

2. The structure of the board
should be streamlined and
structurally aligned toadd value.

As they mature, multi-hospital
systemstypically engageinredesign
efforts that reduce duplicative,
confusing governancelayersthat don't
add value. They oftendownsizelarge
boards chosen on arepresentational
basisand end up with aparent board
of about 15 members. Some are
moving away fromingitutiona boards
and toward boards that govern
multiplefacilitiesina“ naturd market.”

Medicd staff mergersmay follow
if thefacilitiesaregeographicaly close,
enabling physcianstopromoteasingle
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quality standard and conduct medical
deff activitiesmoreefficiently.

Community Hedlth Partnerswent
through two governance redesign
processes, first forming separate
boardswith overlapping membersand
later merging into a single “mirror
board” with the same 16 members
serving as the board of the holding
company, hospital, medical office
building and for-profit subsidiary
company.

Bronson Healthcare Group in
Kdamazoo, Mich,, initidly downsized
from 20 boardswith 130 membersto

|
Systems thinking means
a “recognition that being
a system really matters,
as opposed to only my
institution matters.”

Gerald Miller,
Crozer Keystone Health System

asingle, 22-member system board.
Subsequently, it streamlined further to
a15- to 20-member board, with heavy
reliance on working committeesand
increased board education. Thesystem
boardisnow themirror board for its
subgdiaries.

From the outset of itsformation,
Crozer Keystone Health System
replaced its facility boards with a
two-tiered structure: A parent board
governs the whole system while a
Health ServicesBoard overseesfive
hospitals and other delivery
enterprises.

Working committees are often a
powerful integrating mechanism. Texas
Health Resources, a 13-hospital
systeminthe Dallas-Ft. Worth area,
hasmaintaineditsfacility boardsbut it
promaotessynergiesthrough Six sysem-
level board committees. The
committeesareresponsblefor:

* Finance, with subcommitteesfor
facilities development/real estate
development and investments.

* Audit and compliance.

* Peopleand culture.

*Quality and performance
improvement.

* Strategic planning.

* Governance (includesexecutive
compensation).

With one exception, each THR
board committeeischaired by aparent
board member and includesmembers
from THR'shospital boards. Only the
governance committeeis composed
exclusvely of parent board members.

Inamulti-tiered board structure,
every level of governance should add
vaue; that is it should makeapositive,
non-duplicative contribution to
advancethe organization andto help
managemen.

Theboard of Northeast Health
of Troy, N.Y., a system composed
of two hospitals on opposite sides
of theHudson River and anationally
known geriatric services organiz-
ation, first restructured several years
ago. It ended up with three boards:
aparent board, an acute care board
over itstwo hospitals and a board
for The Eddy, its elder services
organization.

It became evident last year that
athough each board wasdedicated and
hard-working, the structure was still
perpetuating “ us-and-them” thinking,

making it harder to moveto the next
phase of system-wide synergy. Last
fall, the NEH board approved a
trangtiontoasingleboardin 2004. A
blue-ribbon committee composed of
thechairsof the parent, acute careand
Eddy boards and the chairs of the
governance and nominating com-
mitteeswill nominatethe new board.

“WEe vetried to promote systems
thinking,” says CEO Craig Duncan.
“Thisisthenext logica step.”

Wherefacility boardsremain, it’s
important that their rolesare genuine,
meaningful and clear. Texas Health
Resourcestriesto foster that with a
written “authority matrix” that clearly
describes the authority and
regponsibilitiesof the parent board and
those of the boards of theindividual
fadlities
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Lessons from
Hospital Board Mergers

Vv Get buy-in to a compelling
system-wide vision and
strategic direction.

Vv Streamline the board
structure and align it with the
strategy.

Vv Pay attention to culture.

Vv Select board members for
their competence and
objectivity, not to represent
constituencies.

Vv Invest in board education.
Vv Revisit the structure
several years after the merger
and assess whether further
changes are needed.
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In addition, THR entities have
standardized articlesand bylaws, as
well as aroles and responsibilities

In a multi-tiered board
structure, every level of
governance should add
value.

document that comparestheroles of
the parent board, facility boards,
committeesand management.

“We have avery organized and
integrated way of operating,” says
Luanne Armstrong, THR’s vice
president of governance.

Redesign efforts don't always
eliminate boards. The trustees at
Mountain States Health Alliancein
Johnson City, Tenn., performed double
duty asasystem board and the board
of Johnson City Medica Center, alarge
and complex teaching facility. When
Mountain Statesacquired severd area
facilitiesformerly owned by HCA, a
governance task force decided that
governing a much larger regional
system and overseeing the medical
center were too much for the parent
board.

So a governance task force
recommended creation of a new
subsidiary board to oversee the
medical center and MSHA's other
facilities serving Johnson City and
Washington County.

CEO DennisVonderfecht saysthe
added governance tier has worked
well by freeing the system board to

focus on system-wide finances and
strategy whiletheWashington County
board and another subsidiary board
concentrateon local quality, medical
gaff and operationd issueswithfacility-
level executives.

3. Careful attention to the
culture.

Governanceshould build bridgesto
optimize the strengths of its member
organizations, but successful leedersteke
carencttotrampleonthestrong cultures
and sengitivitiesof local communities,
fadlitiesandmedicd geffs

That wastrueat Community Hedlth
Partners in Lorain, Ohio, says
Lockwood. “Even though both
hospitals served the same community
and were just four miles apart, the
cultures were different. Time was
needed to allow gradual devel opment
of anew, single culture. That's one
reason why the governance structure
evolved in two stages: first a
representational, tiered governance
model that preceded today’s more
unified, mirror board mode!.

Medical staffs are akey part of
organizational culture. Physicians
accustomed to direct access to a
hospita board can fed disenfranchised
when final authority for finance and
strategic planning shiftsto asystem
board.

Besidesretaining facility boards,
TexasHedth Resourcesdtrivestogive
physicians a voice in system-wide
clinica planningand operationsthrough
aPhysicians L eadership Council that
THR President and CEO DouglasD.
Hawthorne says*“ provides excel lent
input. After several years of
development, itisstarting to comeinto
itsown.”

In addition, the membership of
each of the THR parent and facility
boards includes at least three
physicians, and the chair of the
PhysiciansL eadership Council serves
ex-officio with avote on the parent
board.

Crozer-Keystone usesadifferent
gpproach, creatingwhat it cals” policy
committees’ of leadersat itslarger,
more complex facilitiesto providea
forum for attention to local facility
issues and an avenue to make
recommendations to the Health
ServicesBoard. Top-level managers
andafew trusteesservewith physcian
leaderson the policy committees.

4. Competency-based com-
position and physician involvement.
A key to health system successis
selection of board memberswho are

In a sense, post-merger
governance is like a good
wine that gets better with
age.

objective, system oriented and bring
the particular knowledge and skills
neededto governalarger organization
serving a wider community than a
singlefacility would.

Farview Hedth System, basedin
the Twin Citiesbut srvingcommunities
withfacilitiesthroughout Minnesota,
revamped itsgovernancein 1998, after
adding the University of Minnesota
Hospital and several other healthcare
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organizationsduring the 1990s. At that
time, Fairview left in placeaboard of
morethan 35 members, many chosen
by constituent boards, but it
empowered a13-member executive
committeeto function asan operating
board to optimize system strengths.
In a second redesign processin
2002, Fairview downsized from 38to

“We've tried to promote
systems thinking. This is
the next logical step.”

Craig Duncan
Northeast Health

21 members Mod criticaly, subsdiary
boardswill not el ect membersto the
parent board, but rather, they will make
nominations, sayslegd counsd George
Chresand. Board selection will be
guided by objectivecriteriadescribing
the desired skillsand traits of board
members, and the system board has
thefind say.

Many systems also seek
significant physicianinvolvementin
governance and leadership. For
example, 30 percent of Bronson
Healthcare Group’sboard members
arephysicians. Crozer Keystone has

seven or eight physicianson each of
itspolicy committees.

5. Commitment to board
education.

Asthey downsizeand streamline,
health systemsalso arereallocating
thelr timeto devote more attentionto
education and substantive discussion
of critical issues at meetings and
retreats. Consent agendas are
increasingly used to handle routine
busnessefficiently.

TheBronson board meetsmonthly
for about two hours, with haf thetime
devoted to education on a national
issueor alocd initiative.

Texas Health Resources also
devotes a portion of each board
meeting to discussion of a national
issueor challenge, aswell ashaving
two system-wide governanceretreats
of three days and one and one-half
days, respectively.

One retreat is for all board
membersaswell asphysicianleaders
and senior executives. A secondisfor
theparent board, chairsof thefacility
boards, medical staff presidentsand
senior management.

Reassess Every Few Years
Some health systems, like
Crozer Keystone, have pretty much
the same governance structure they
created at the time of their initial
mergers, and they fine-tuneit from
time to time. Others—Ilike

Community Health Partners, Bronson
Healthcare Group, Fairview Health
System and Northeast Health—have
gone through several structural
iterations.

In asense, post-merger govern-
ance is like a good wine that gets
better with age. Health system
trusteesand healthcare executivesare
learning from experience about the
best ways to structure their boards
of trustees and engage in board
work.

“We couldn’t have doneinitially
what we did now” is a common
refrain from governancetask forces
that engagein oneor moreredesigns
of their start-up structures. Some
downsize while othersredefinethe
roles of facility boards, reduce
unnecessary layers and committees,
and abandon proportional represent-
ation.

By periodically taking acandid
look at their roles, organization,
composition and the way they
conduct business, boards can be
certain they haveright structurefor
theforeseeablefuture.

Barry S. Bader is a governance
consultant with offices in Potomac,
Md., and Scottsdale, Ariz. For
information on gover nance assess-
ment and redesign processes, see our
Web site at www.GreatBoards.org
or call (301) 340-0903.
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